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ABSTRACT
During the past two decades, the personal saving rate in the United States has fallen from eight
percent to below zero.  This paper demonstrates that this change represents a major shift in the allocation
of newly produced goods.  The share of GDP that households consume rose by 6 percentage points since
1980.  This increase occurred concurrently with a reduction in the growth rate of real consumption
spending per person, high real rates of return, and an increasing ratio of aggregate wealth to income.
Despite this last fact, wealth changes can explain little of the boom in consumption spending.  The largest
increases in national wealth post-date the consumption boom and households with different wealth levels
have similar increases in consumption.  The paper also finds that the changing age distribution of the U.S.
population does not explain the consumption boom.  While it may be that new wealthier cohorts are driving
this boom, the preponderance of evidence suggest rather that the rising consumption to income ratio is due
to a common time effect.  The main findings of the paper are consistent with either an increase in the
discount rate or with a general belief in better economic times in the future.  Alternatively, the low rates of
saving could be due to a combination of factors such as the increase in intergenerational transfers from the
Social Security system raising the consumption of the elderly and an increase in access to credit and
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7=Table 1
Consumption Growth and Expenditure Shares
Real Per Capita Annual Growth Rate: 1959-69 1969-79 1979-89 1989-98*
Total PCE 3.0% 2.4% 2.0% 1.6%
  Nondurable Goods and Services 2.8% 2.3% 1.8% 1.4%
Change in Share of GDP: 1959-69 1969-79 1979-89 1989-98*
 
Total PCE -1.2% 0.7% 3.8% 2.1%
  Durable Goods 0.3% -0.4% 0.3% -0.2%
    
  Nondurable Goods -3.5% -1.4% -3.0% -1.9%
  Services  2.0% 2.5% 6.5% 4.2%
 
    Medical Care 1.3% 1.6% 2.6% 1.7%
    Other Services 0.8% 0.3% 2.3% 1.9%
    Housing 0.0% 0.0% 1.2% 0.2%
* Note 1998 estimates are preliminary.Table 2
Cell Sizes for Age and Cohort Groups
Cohort Born Cell Size Age Group Cell Size
05-09 1,722 19-24 7,090
10-14 2,799 25-29 12,838
15-19 3,264 30-34 13,075
20-24 3,973 35-39 10,427
25-29 4,725 40-44 7,319
30-34 4,488 45-49 5,263
35-39 4,135 50-54 4,702
40-44 5,462 55-59 4,421
45-49 9,331 60-64 4,225
50-54 13,024 65-69 3,850
55-59 13,627 70-74 3,063
60-64 8,339 75-85 3,208
Partially Observed Cohorts: 85+   583
1893-05 1,176
65-73 3,999          Table 3
Consumption Function Regressions
Regression: 1234
Log of Wealth (if not low) 0.048 0.039 0.045 0.036
(0.002) (0.002) (0.002) (0.002)
Low Wealth 0.330 0.267 0.301 0.248
(0.025) (0.023) (0.025) (0.024)
Expected Log Income 0.314 0.175 0.309 0.172
(0.005) (0.006) (0.006) (0.007)
Pension 0.049 0.028 0.047 0.027
 (0.007) (0.007) (0.007) (0.007)




Year 1989 0.030 0.030 0.028 0.029
(0.008) (0.007) (0.008) (0.007)
Year 1994 0.053 0.059 0.048 0.056
(0.008) (0.008) (0.008) (0.008)
Number of Observations 11,903 11,903 11,901 11,901
R-Squared 0.583 0.623 0.584 0.624
Singificance level for birthyear: 0.953 0.908 0.955 0.909
  
Implied increase in C/Y due to
    Increase in W/Y: 84 - 89 0.011 0.009 0.010 0.008
89 - 94 0.003 0.002 0.002 0.002
Total Increase in C/Y 84 - 89 0.025 0.025 0.025 0.025
89 - 94 0.030 0.030 0.030 0.030
Regressions also include family size and the number of children in the household and a complete set of 
age group effects.          Table 4
Consumption Growth Regressions
 
Regression: 1 2 3
Expected Real Interest Rate 0.700 0.729 0.730
(0.120) (0.125) (0.125)
Cohort <09 -0.006 -0.006 -0.005
(1.259) (1.308) (1.309)
Cohort 10-19 0.006 0.010 0.010
(1.178) (1.223) (1.224)
Cohort 20-29 -0.009 -0.005 -0.005
 (1.065) (1.104) (1.105)
Cohort 30-39 -0.013 -0.011 -0.011
(0.918) (0.952) (0.953)
Cohort 40-49 -0.009 -0.009 -0.009
(0.791) (0.825) (0.826)
Cohort 50-59 -0.007 -0.008 -0.008
(0.577) (0.599) (0.600)








Dependent variable is the first difference of log consumption.
Regressions also include a complete set of age group effects.Figure 1a
Figure 1b






























U.S. Personal Consumption Expenditures


























































Private Saving Gross SavingFigure 3
 




















Log Nondurable Consumption by Year and CohortFigure 5a
Figure 5b
Nondurable Consumption to Income Ratios by Year and CohortFigure 6a
Figure 6b
Log Nondurable Consumption Growth by Year and CohortFigure 7a
Figure 7bFigure 8a
Figure 8bFigure 9
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